Despite the increasing attention on the role of internationalization in firms' capital structure decisions, and the increasing adoption of zero leverage policies by multinationals, no study attempts to explain the effect of multi-nationality on the zero leverage decision. This study explores the relationship between the level of internationalization and zero leverage using a large panel of UK companies, while controlling for various company-related factors. We find strong evidence that multi-nationality affects the propensity of firms to have zero leverage and that this decision is affected by industry specificities.
Introduction
A relatively new and puzzling empirical observation in corporate finance is that a growing number of firms adopt zero leverage policies in their capital structure (Bessler et al., 2013) . Recent studies build upon existing capital structure research (Frank and Goyal, 2003, 2009; Myers, 1977; Rajan and Zingales, 1995; Titman and Wessels, 1988) in an attempt to explain this empirical irregularity. These studies analyse the zero leverage phenomenon by examining firm-level fundamentals (Devos et al., 2012) , macro-economic variables (Dang, 2013) , corporate governance mechanisms and the level of managerial entrenchment (Byoun and Xu, 2013; Devos et al., 2012; Strebulaev and Yang, 2013) , the intensity of human capital in industries (Lambrecht and Pawlina, 2013) , and, finally, the long-run performance of zero leverage firms (Lee and Moon 2011) . Devos et al. (2012) find that the zero leverage decision of US firms is not related to governance mechanisms or managerial entrenchment. Instead, they report that unlevered firms are small, young and financially constrained. This is corroborated in Dang (2013) , who finds that UK firms tend to have zero leverage in their capital structure due to financial constraints and macro-economic conditions. Using international data, Bessler et al. (2013) find that IPO waves, industry effects, financial constraints, and risk are important determinants of zero leverage. While examining the benefits of debt, Korteweg (2010) documents that the market expects the zero levered firms to lever-up in the future to capture the benefits of debt financing.
However, these studies fail to account for the impact of the level of internationalisation on zero leverage policies. Accounting for the level of internationalisation is important for three main reasons. First, MNCs play a pivotal role in global economic activity. Second, prior research documents significant variations in the capital structure of domestic and multinational companies. These variations might be due to the fact that MNCs a) may be able to arbitrage segmented capital markets and diversify their income streams, thus reducing their risk (Errunza and Senbet, 1981; Levy and Sarnat, 1970; Lessard, 1973) , and b) have more opportunities and are exposed to additional economic forces than domestic firms (Burgman, 1996) . Based on the above, multinational firms might be in a position to take better advantage of debt financing. 1 Third, prior research has established significant links between the level of internationalization and various metrics of company performance (Aggarwal et al., 2011) . It is therefore, plausible that the international dimension is also relevant in determining the zero leverage decision and, hence, models that ignore this factor could be misspecified.
Last but not least, one should not ignore the empirical observation that an increasing number of MNCs adopt zero leverage policies. This is evident in Figure 1 , which highlights the evolution of the number of zero leverage firms and the foreign sales ratio of our sub-sample of UK MNCs from 1990 to 2014. Overall, there is evidence that the zero leverage phenomenon in multinationals is not negligible and requires further scrutiny.
[FIGURE 1]
We argue that extending the analysis to examine the impact of internationalisation on zero leverage is important to promote a better understanding of capital structure decisions. This study contributes to the literature by addressing two previously unexplored questions. First, does multi-nationality affect firms' zero leverage decisions? Second, do industry specificities exert an effect on the determinants of zero leverage?
By way of preview, our results provide strong evidence that the propensity of a firm to have zero leverage is positively influenced by the level of internationalisation, while the coefficients on the variables used to control for other contributing factors -commonly identified in the capital structure literature -are largely in line with prior research. More 1 Indeed, some studies show that multinationals carry more debt (Mansi and Reeb, 2002; Singh and Nejadmalayeri, 2004) and have a lower cost of debt financing than domestic firms (Reeb et al., 2001) . Other studies show that multinationals carry less debt in their capital structure relative to domestic firms (Burgman, 1996; Chen et al., 1997) . A common explanation for the lower debt financing in MNCs is that they have a greater cost of debt financing due to higher agency costs and their greater exposure to exchange risk and political risks (Chen et al., 1997). specifically, size, non-debt tax-shields, growth, cash equivalents and industry concentration reduce the propensity to have zero leverage, while tangibility, profitability and lower risk of bankruptcy increase it. Further analysis reveals that the effect of internationalisation on zero leverage varies across different industries. Specifically, the relationship between zero leverage and multi-nationality is positive and statistically significant for companies belonging to the oil and gas and telecommunications industries, irrespectively of how MNCs are defined. When using the highest threshold for defining MNCs, the results are positive and statistically significant for companies belonging to the health care and consumer services industries.
The remainder of this article is organised as follows. Section two describes the methodology and data employed in this study, Section three presents our findings, while Section four concludes.
Methodology and data

Model Specification
The empirical investigation of capital structure has been achieved mostly through the use of fixed and random effect techniques, using linear models. These models explore the amount of debt raised by companies (Bevan and Danbolt, 2004; Booth et al., 2001; Chen, 2004; Flannery and Rangan, 2006; Frank and Goyal, 2009 ) but do not take into consideration the zero-leverage phenomenon.
Our chosen sample includes both levered and zero-leverage companies. This means that the dependent variable takes non-negative values, while a substantial number of observations equals zero. Therefore, the present study uses the Logit model (Stock and Watson, 2007) as follows:
where, is the binary dependent variable (leverage) which takes the value 1 for firm-year Y observations with zero leverage and 0 otherwise, is the constant, is a vector of coefficients α β to be estimated, and is a vector of the firm specific and other explanatory variables affecting X the zero leverage decision; the company degree of multi-nationality (foreign sales-to-total sales), size (log of total assets), asset structure (fixed assets-to-total assets), growth opportunities (market-to-book value), profitability (operating income plus depreciation-to-total assets), non-debt tax shields (depreciation-to-total assets), financial constraints (cash and cash equivalents-to-total assets), and industry concentration (HH index). 2
Sample
We consider a large panel of UK firms from 1990 to 2014. We screen our sample of companies from Bloomberg using the following criteria. First, the company must be traded on the London Stock Exchange. Second, following previous capital structure research, we exclude utility and financial firms with Industry Classification Benchmark (ICB) codes 7000 and 8000, respectively. These firms are subject to different regulations and have materially different capital structures (Dang, 2013) . We also source company specific data from Bloomberg and apply the following standard data restrictions. First, we exclude firm-year observations for which the leverage and the foreign sales-to-total sales ratios are greater than one. The presence of a non-negligible percentage of multinationals with zero debt policies is not consistent with the literature supporting that multinationals carry more debt (Mansi and Reeb, 2002; Singh and Nejadmalayeri, 2004) , and have a lower cost of debt financing (Reeb et al., 2001 ) than domestic firms, but is somewhat consistent with the literature supporting that multinationals carry less debt in their capital structure (Burgman, 1996; Chen et al., 1997) , The statistics also reveal some degree of heterogeneity in the zero leverage policies of multinational firms across different industries. Specifically, the technology industry leads in terms of the percentage of zero leverage firm-year observations (27.39%), followed by oil and gas (22.71%) and health care (15.86%). Similar variations can be observed for domestic firms.
The above observations are consistent with the view that extreme debt conservatism is industryspecific (Dang, 2013).
Dependent and test variables
Following previous research (Fama and French, 2002; Flannery and Rangan, 2006 ) the study uses market leverage to represent the leverage of companies in the sample, as the significance of book ratios tends to be downplayed in the finance theory. This definition represents the total debt to total financing of the firm and is defined as:
where, is the market leverage, is the sum of short-term and long-term debt, and
is the market capitalization of company i at fiscal year t. Zero leverage firms are defined as those with firm-year observations where (Bessler et al., 2013) .
Prior research has shown that the level of leverage differs between domestic and multinational firms. Therefore, the present study argues that multi-nationality as a factor can influence firms to have zero leverage in their capital structure. The degree of multi-nationality is measured as follows:
where, is the percentage of foreign sales to total sales, is the figure of foreign sales M i,t FS i,t and is the figure of total sales of company i at fiscal year t. 4 MNCs are defined as those TS i,t with firm-year observations where . 5 Prior research (Burgman, 1996 ; Doukas and M i,t > 0 Pantzalis, 2003; Lee and Kwok, 1988 ) argues that MNCs have lower level of leverage compared to domestic firms due to agency costs. Additionally, MNCs should avoid raising debt 4 We obtain these figures from the Worldscope database. 5 The literature offers a wide range of definitions for MNCs, with a detailed summary of the various approaches offered in Aggarwal et al. (2011) . It is not the purpose of this study to find the best method to define an MNC and, thus, elect to follow the leverage literature and use the ratio of foreign sales-to-total sales (see, Chen et al., 1997; Park et al., 2013) to obtain comparable results. The percentage threshold defining a MNC varies in these studies from , with results being largely consistent across definitions. We vary this threshold from 0 < M i,t ≤ 1 0 < M i,t and present results in Section 3.2. ≤ 1 financing due to the increased probability of financial distress that might be attributed to changes in exchange rate (Burgman, 1996) . Therefore, we hypothesize that multi-nationality increases the propensity to have zero leverage.
Control variables
A combination of theory and empirical evidence motivates our selection of control variables. Size can be considered as a proxy for the information asymmetry within a company.
The information provided to the managers and the outside investors of a company differs.
According to Kadapakkam et al. (1998) , investors are more interested in large companies and, thus, more willing to provide information to large companies than small companies. In other words, 'informational asymmetries between insiders in a firm and the capital markets are lower for large firms. So, large firms should be more capable of issuing informationally sensitive securities like equity, and should have lower debt' (Rajan and Zingales, 1995, p. 1457 ).
On the other hand, the size of the company is associated with its potential bankruptcy costs, as larger companies have a lower probability of bankruptcy (Titman and Wessels, 1988) .
Because the probability of bankruptcy is lower for larger companies, they are more able to access debt financing by borrowing at lower interest rates. Therefore, according to the tradeoff theory, the size of a company is positively associated with leverage. In the present article, the proxy used for the measurement of size is the logarithm of total assets (Titman and Wessels, 1988; Akhtar and Oliver, 2009 ).
Finally, the financial constraints hypothesis posits that financial constraints prevent firms from access to capital. In an imperfect market, where there are financial constraints, firms might not be able to undertake positive NPV projects, and due to their riskiness, they have to turn to equity financing (Stiglitz and Weiss, 1981) . This implies that firms that are financially constrained will have lower level of leverage as part of their capital structure compared to companies that are not financially constrained (Dang, 2013) . Previous research (Hadlock and Pierce, 2010; Dang, 2013) has found that size can be used as a proxy for the measurement of financial constraints. As a result, small, financially constrained companies will be more likely to hold zero debt (Dang, 2013) . The previous literature (Bessler et al., 2013; Dang, 2013) predicts that size decreases the propensity of a firm to have zero-leverage. Rajan and Zingales (1995) argue that tangible assets have a higher liquidation value, which means that they can be used as a guarantee for debt in case of bankruptcy. Companies with higher level of tangible assets face lower risk of bankruptcy, so they are able to borrow at lower risk premiums. According to Jensen and Meckling (1976) , the shareholders of a highly leveraged company may attempt to "seize" capital from the bondholders of the company, which will increase the conflict between them. If the debt is secured, then the borrower is not able to use the funds for any reason other than a specified project, which will reduce the conflict between shareholders and bondholders (agency costs) and consequently the cost of debt.
Therefore, according to the trade-off theory, it is expected that asset structure and leverage will be positively related.
According to the pecking order theory, gearing and asset structure are also positively related. This proposition is based on the argument that companies with more tangible assets are more able to raise debt financing at a more attractive rate (Myers and Majluf, 1984) . In the present chapter the fixed tangible assets to total assets ratio is used as a measurement of asset structure (Sogorb-Mira, 2005; Bauer, 2004; Bevan and Danbolt, 2004; Akhtar and Oliver, 2009; Teker et al., 2009) . The previous literature (Bessler et al., 2013; Dang, 2013 , Devos et al., 2012 predicts that asset structure decreases the propensity to have zero-leverage.
We use the market-to-book value ratio (market capitalization divided by the total book value) as a proxy for growth opportunities and to test the validity of the financial flexibility hypothesis (Dang, 2013) . According to Myers (1984) and Myers and Majluf (1984) , when companies turn to external financing, they prefer debt to equity; low-growth companies do not have sufficient internal funds, and thus they turn to external financing. The previous literature (Bessler et al., 2013; Dang, 2013) finds mixed results on the relationship between growth and the propensity of a firm to have zero-leverage.
According to the pecking order theory, there is a negative association between profitability and gearing, because companies with high profitability are able to raise capital through retained earnings, which in turn results in lower gearing (Myers and Majluf, 1984) . On the other hand, according to Modigliani and Miller (1963) , companies prefer debt to equity financing, for tax considerations. Companies with high profitability are more inclined to use debt financing because of agency and bankruptcy costs: the probability of being subject to bankruptcy is lower for companies with high profitability, because they can more easily pay back their debt obligations. For this reason, and with regard to their need to maximize the tax shield, companies with high profitability will turn to more debt financing. The variable used in the present study for the measurement of profitability is the return on assets ratio defined as operating income plus depreciation-to-total assets (Erel et al., 2015) . According to Bessler et al. (2013) profitability increases the propensity to have zero-leverage.
Debt and equity are treated differently: 'since interest payments are tax deductible and dividends are not, the fiscal regime is generally considered to favour debt', and therefore there may be a 'positive tax incentive for corporate debt financing' (Van der Wijst, 1990, p. 56) .
The absence of costs that may balance this tax incentive for corporate debt financing may lead to its maximal use. According to Robichek and Myers (1965) and Baxter (1967) , bankruptcy and reorganization are two costs that may balance the tax incentive for corporate financing.
The higher the debt level, the higher the costs, which in turn increase the probability of bankruptcy. A high probability of bankruptcy turns a company away from more debt financing, a process that eventually will balance the tax advantage. Non-debt tax shields are expected to be negatively related to leverage, because they can reduce the tax benefits from interest payments. Following Titman and Wessels (1988) and Ozkan (2001) , the ratio of depreciationto-total assets is used as a proxy for the measurement of non-debt tax shields. The results on the relationship between non-debt tax-shields and the propensity to have zero leverage are mixed.
The company's decision to maintain zero leverage is determined, and affected, by its desire to maintain financial flexibility (Dang, 2013) . We use cash holdings defined as the ratio of cash and cash equivalents-to-total assets 6 , which also tests the financial flexibility hypothesis. According to the financial flexibility hypothesis, firms tend to hold large cash reserves with a view to alleviate investment distortions in the future and to maintain their borrowing power (Dang, 2013; DeAngelo and DeAngelo, 2007; Modigliani and Miller, 1963) .
The level of cash holdings increases the propensity of a company to have zero-leverage (Bessler et al., 2013; Dang, 2013) .
This study takes into account industry concentration as explanatory variable that might have an effect on the zero-leverage firms. We use end of year balance sheet figures to construct the index. We measure industry concentration using the Herfindahl-Hirschman index, which is defined as:
Where is the market share of firm i in industry j and year t. The index is calculated s i,t for each industry and year and assigned to our firm-year observations. Small values of the Herfindahl-Hirschman index imply that many competing firms operate in the industry, while large values indicate that market share is concentrated in the hands of a few large firms. We anticipate that higher levels of concentration will raise the propensity of firms to choose zero leverage. In markets controlled by a few large corporations, their smaller peers will be facing more financial constraints, and hence will be more likely to be unable to issue debt.
Empirical findings
Univariate analysis
This section compares characteristics of zero leverage firms with those of levered firms across both the domestic and multinational dimension. Table 2 presents the mean values for our variables of interest and the t-statistics for differences in means among different samples.
[TABLE 2]
The first column presents the variables. Columns 2 and 3 present the mean values for levered domestic and multinational firms, while columns 4 and 5 contain the mean values for domestic and multinational zero leverage firms. Finally, columns 6 to 9 present the t-statistics for the differences in means across different groups of firms. The results provide some interesting insights as well as provide some support for our main hypothesis that multinationality affects the zero leverage decision. First, consistent with Dang (2013), we find that zero leverage firms are significantly smaller than levered firms. Moreover, zero leverage multinational firms are significantly smaller than their zero leverage domestic counterparts.
Second, the results reveal statistically significant differences in the cash holdings of levered and zero leverage firms, with the latter holding more cash. Interestingly, when we compare the zero leverage domestic with zero leverage multinationals, we find that the latter hold significantly less cash, are less liquid, and operate in more concentrated markets. These observations support the notion that multinationals that choose to hold no debt might be doing so as a result of greater financial constraints. Third, the zero leverage firms have significantly lower non-debt tax shields than levered firms. This is in contrast with the broader trade-off framework (De Angelo and Masulis, 1980) , but in line with Dang (2013) . Nevertheless, zero leverage multinationals exhibit significantly lower non-debt tax shields than domestic zero leverage companies. Consistent with the literature, zero leverage firms have higher z-scores and higher growth opportunities than levered firms, indicating a lower probability of bankruptcy. Finally, the results do not reveal any significant difference in the mean z-score and growth opportunities of domestic and multinational zero leverage firms.
Multivariate analysis
This section examines the results from the logistic regression analysis of a firms' decision to have zero leverage. We examine whether multi-nationality influences the propensity of a firm to have zero leverage, while controlling for a number of factors commonly applied in the capital structure literature. Table 3 presents our findings for the full sample. Models 1 to 5 present alternative definitions of multi-nationality, based on different thresholds of its proxy variable.
[TABLE 3]
Model 1 presents the coefficient estimates when our proxy for multi-nationality (foreign sales-to-total sales) is greater than 0. Although we fail to uncover any significant relationship between multi-nationality and zero leverage status, other definitions of multi-nationality (see models 3 to 6), yield significant coefficients. Specifically, we find a positive relationship between multi-nationality and zero leverage status, which increases in magnitude and significance with increases in our chosen threshold. This implies that multinational firms are more likely to adopt zero leverage policies. This result is consistent with our primary hypothesis that multi-nationality increases the propensity to have zero leverage due to agency costs and the increased probability of financial distress due to foreign exchange fluctuations.
Moreover, the coefficients on the remaining variables are consistent across models and also largely in line with prior work on zero leverage (Bessler et al., 2013; Dang, 2013; Devos et al., 2012) . Starting with size, its coefficient is negative and significant. This is consistent with the financial constraint hypothesis, which predicts that smaller firms are likely to be more financially constrained and, thus, less able to raise debt. The coefficient on the cash ratio is positive and significant, indicating that firms with larger cash reserves are more likely to adopt zero leverage policies. This finding is in line with the financial flexibility hypothesis that firms tend to hold large cash reserves with a view to alleviate investment distortions in the future and to maintain their borrowing power (DeAngelo and DeAngelo, 2007; Modigliani and Miller, 1963) . Growth opportunities enter our model with a negative coefficient, suggesting that highgrowth firms have a lower propensity to have zero leverage. This result corroborates the findings in Bessler et al. (2013) , but contradicts Dang (2013). We also find that tangibility (asset structure), increases the propensity of firms to have zero leverage. To the extent that this is a suitable proxy for tangibility, our results are not in line with either the trade-off, or pecking order theory. The coefficient on profitability is positive and significant and indicates that more profitable firms are more likely to hold zero debt. This is consistent with the results of Bessler et al. (2013) and in line with the pecking order, according to which, more profitable firms are more likely to rely on internal funds and, therefore, less likely to issue debt. Finally, consistent with Dang (2013), we find that companies with lower probabilities of bankruptcy are less likely to issue debt. We also report a negative relationship between the level of industry concentration and the propensity to have zero leverage. This finding suggests that firms operating in more competitive industries are more likely to have debt in their capital structure.
We also perform additional tests in order to shed more light into our univariate finding that the characteristics of firms vary across industries. Prior studies employ intercept dummies to control for the overall effect of industry on zero leverage decisions, albeit without examining the potential effect on its determinants. Table 4 
[TABLE 4]
Overall, the results are supportive of our univariate findings and point to the fact that industry specificities exert an effect on the determinants of zero leverage. A closer examination of our test variable reveals some interesting variations across industries. Our full sample results on the positive and significant relationship between multi-nationality and the propensity of firms to have zero leverage persist for the oil and gas, telecommunications, health care, and technology firms. Nevertheless, the latter two industries realise such coefficient only when the highest threshold for defining a multi-national firm is considered. Nevertheless,
we do not find a significant relationship between any proxy for multi-nationality and zero leverage decisions for the basic materials, consumer goods and consumer services industries.
We also examine whether the relationship between our control variables varies with the type of industry. First, the results for the oil and gas, industrials and technology industries remain consistent for all control variables except asset structure and profitability. It seems that tangibility and profitability are not associated with a higher or lower propensity of those firms to have zero leverage. Second, the results for the basic materials show that profitability, nondebt tax shields and growth do not affect the propensity to have zero leverage, while the results for the remaining control variables are in line with the results of our full sample. Third, industry concentration is the only control variable that does not relate with the propensity to have zero leverage in the consumer goods industry. Fourth, the results on the health care industry reveal some interesting variations from our overall findings. The results remain consistent only for the coefficients on size, cash ratio, non-debt tax shields and growth. Tangibility and profitability assume negative signs and, thus, found to significantly decrease the propensity to have zero leverage. While this is not in line with our overall sample results, it is consistent with Dang (2013). In addition, z-score and industry concentration do not have an impact on the decision to have zero leverage. Fifth, the results on the consumer services industry are consistent only for the coefficients on size, cash ratio, growth and z-score. Sixth, size, profitability and z-score remain consistent as important determinants of the zero leverage decision of the telecommunications industry. While tangibility is also significant, there is a change in its sign, which turns negative. Finally, the results on the industry concentration remain consistent only for the technology sector. Industry concentration is found to be positively related to the propensity to have zero leverage for the oil and gas, basic materials, industrials, consumer services and telecommunications industries, while it is insignificant for consumer goods and health care industries.
Concluding remarks
Despite the benefits of debt, a persistent and puzzling empirical regularity is the fact that many firms adopt zero leverage policies. At the same time, companies are increasing their international presence at a torrid pace, while a non-negligible number of them are adopting zero leverage policies. Despite the increasing attention on the role of internationalization in firms' capital structure decisions, and the increasing adoption of zero leverage policies by MNCs, no study attempts to explain the effect of multi-nationality on the zero leverage phenomenon.
Our study contributes to this front by examining whether multi-nationality plays an important role in the zero leverage decision. We find that multi-nationality increases the propensity of firms to adopt zero leverage policies. More specifically, our results indicate that there is a positive relationship between zero leverage and multi-nationality, which increases in magnitude and significance with increases in the chosen threshold used for the classification of multi-nationality. Moreover, consistent with existing studies, the results indicate that firms' decision to remain debt-free can be explained through the presence of financial constraints and by their desire to maintain financial flexibility. Further tests reveal that industry specificities exert an effect on the determinants of zero leverage. Further research is deemed necessary so as to shed more light into the underlying industry dynamics affecting the zero leverage decision and its drivers for both multinational and domestic firms. 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 Table 3 Logistic regressions of firms' zero leverage decision.
This table presents the marginal effects from logistic regressions of firms' zero leverage decisions. Zero leverage firms are defined as those with firm-year observations where market leverage is equal to zero. The first column presents the independent variables, while each of the subsequent columns presents the results for different definitions of multi-nationality. MNC is a dummy variable equal to one when the foreign sales-tototal sales ratio exceeds the predefined threshold and zero otherwise. The thresholds are 0 in Model 1, 0.20 in Model 2, 0.40 in Model 3, 0.60 in Model 4, and 0.80 in Model 5. Size is the logarithm of total assets. Cash ratio is the ratio of cash and cash equivalents-to-total assets. Asset structure is the ratio of fixed assets-to-total assets. Profitability is the ratio of operating income and depreciation-to-total assets. Non-debt tax shields is the ratio of depreciation-to-total assets. Growth is the market-to-book value. Z-score is measured using Altman's specification. HH is a Herfindahl-Hirschman index capturing the level of industry concentration. Table 4 Logistic regressions of firms' zero leverage decision by industry.
This table presents industry specific results on the marginal effects from logistic regressions of firms' zero leverage decisions. Zero leverage firms are defined as those with firm-year observations where market leverage is equal to zero. The first column presents the independent variables, while each of the subsequent columns presents the results for different definitions of multi-nationality, and industry. Panel A presents the results for the oil and gas, basic materials and industrials industries. Panel B presents the results for the consumer goods, healthcare and consumer services industries, while Panel C presents the results for the telecommunications and technology industries. MNC 40, MNC 60 and MNC 80 are dummy variables equal to one when the foreign sales-to-total sales ratio exceeds 0.40, 0.60 and 0.80, respectively, and zero otherwise. Size is the logarithm of total assets. Cash ratio is the ratio of cash and cash equivalents-tototal assets. Asset structure is the ratio of fixed assets-to-total assets. Profitability is the ratio of operating income and depreciation-to-total assets. Non-debt tax shields is the ratio of depreciationto-total assets. Growth is the market-to-book value. Z-score is measured using Altman's specification. HH is a Table 5 Definition of the variables.
Variable Definition Zeroleverage
A dummy variable taking the value 1 if market leverage (calculated as the sum of short term debt (BS047) and long term debt (BS051) over short term debt (BS047) and long term debt (BS051) plus market capitalisation (RR902)) equals zero (0) and 0 otherwise.
MNC
A dummy variable taking the value 1 if the ratio of foreign sales to total sales (08731) is above 0, and 0 otherwise. This figure is extracted from Worldscope.
Size
The logarithm of total assets (BS035)
Cash ratio The ratio of cash and cash equivalents (BS010)-to-total assets (BS035)
